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FOREWORD

The purpose of this research and development, which was conducted under Work
Unit 521-804-018 (Improving Individual and Unit Productivity), was to investigate the
relationships of incentives and performance to job satisfaction and stress. A companion
report, NPRDC TR 87-30, reviewed the literature relating to organizational stress.
Other research conducted under this Work Unit investigated the influence of monetary
incentives on performance and goal setting (NPRDC TR 87-15), and the influence of
task strategies on performance (HFOSL TN 72-86-05).

Much appreciation is expressed to Dr. B. C. Tatum, who, in addition to the authors,
worked to bring this project to a successful completion. Appreciation is also extended to
Dr. Ross Vickers of the Naval Health Research Center, who provided valuable
suggestions for approaches to the study of stress.

Requests for further information concerning this review of stress in organizations
should be directed to Barrie L. Cooper, Navy Personnel Research and Development
Center, AUTOVON 933-6935 or Commercial 619-225-6935.

B. E. BACON JAMES S. McMICHAEL

Captain, U.S. Navy Technical Director
Commanding Officer



SUMMARY
Problem

The level of productivity growth in the United States required to maintain our
standard of living, provide for the national defense, and reduce the federal deficit can
be realized only through increased efforts by organizations to improve their efficiency.
At the individual level, attempts to improve productivity have generally included efforts
to improve employee performance. This desired increase in productivity can, however,
vield unintended outcomes. As a result, paralleling this increased productivity emphasis
has been an increased interest in the mix of positive and negative effects of work and
the work environment on the individual employee. Two areas of particular interest to
researchers in recent years have been job satisfaction and job stress. '

Purpose

The purpose of this study was to determine the relationships among monetary
incentives, performance, job satisfaction, and perceived stress. The potential of
monetary incentives to increase performance, together with their use in a broad spectrum
of industries, has made incentives an important factor in the study of job satisfaction
and stress. The current interest in productivity improvement makes the study of
incentives doubly important.

Method

The method of research chosen for this study was an organizational simulation.
Employees were recruited to work part-time on a clerical task. Applicants were
randomly assigned to one of seven work shifts, or groups, with each group having a
maximum of 20 employees. In addition to a base salary of $4.40 per hour paid to all
employees, those in five of the seven groups could earn varying amounts of incentive
pay for performance exceeding a predetermined standard. The level, or sharing rate, of
the incentive was different in each of these five groups. The remaining two work
groups served as controls.

Results

Multivariate analyses of variance (MANOVAs) and covariance (MANCOV As) tested
the relationships between incentive conditions and performance, on the one hand, and
the elements of job satisfaction and perceived stress, on the other. There was support
for a positive relationship between job satisfaction and the opportunity to earn
incentives, as well as between job satisfaction and performance. Intrinsic job
satisfaction, defined as a sense of pride and accomplishment in performing one’s work,
was also positively related to the opportunity to earn incentives. There was no support
for the hypothesized positive relationship between level of incentive and either overall
job satisfaction or intrinsic job satisfaction.

Perceived stress was related to both the opportunity to earn incentives and
performance, but the nature of this relationship was complex, with the various stress
elements exhibiting positive or negative relationships or tendencies. Boredom was
negatively related to both the opportunity to earn incentives and performance. None of
the elements of stress were related to incentive level.
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Conclusions

1. The introduction of monetary incentives into the workplace is associated with
greater overall job satisfaction. Incentives are also related to an increase in intrinsic job
satisfaction, satisfaction with the job itself, and pay satisfaction.

2. Higher employee performance is associated with greater overall job :satisfaction,
satisfaction with the job itself, and pay satisfaction.

3. Monetary incentives and higher employee performance are related to elements of
perceived stress, though some elements are positively and some negatively related.
Boredom is negatively related to both monetary incentives and higher performance.

4. No consistent relationship could be demonstrated between the level of incentive
offered and either job satisfaction or perceived stress.

Recommendations

1. All Navy activities with existing monetary incentive programs should be
cognizant of the effects of these programs on employee job satisfaction and perceived
stress. Aspects of these programs suspected of substantially increasing employee stress or
reducing job satisfaction should be modified to return satisfaction and stress to
acceptable levels.

2. Navy activities implementing new monetary incentive programs should design

them to align organizational goals with employee outcomes so that goals and job
satisfaction can be jointly optimized, while perceived stress is minimized.
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INTRODUCTION
Problem

The level of productivity growth in the United States required to maintain our
standard of living, provide for the national defense, and reduce the federal deficit can
be realized only through increased efforts by organizations to improve their efficiency.
These efforts are likely to include organizational-level actions such as capital
improvements, improved selection and placement, and tighter financial management.
Individual level actions have included efforts to improve employee performance (Hunter
& Schmidt, 1983; Katzell & Guzzo, 1983; Tuttle, 1983). Productivity is not the only
concern, however. Increased organizational emphasis on productivity can also yield
important individual outcomes, some of which are unintended. Accordingly, paralleling
this increased productivity emphasis has been increased concern over the mix of positive
and negative effects of work and the work environment on the individual employee.
Two areas of particular concern in recent years have been job satisfaction and job stress.

The reasons for concern over job satisfaction are self-evident. No one, including
the employer, could reasonably argue against the employee’s desire, all things being
equal, to attain work satisfaction. Therefore, research into the causes and correlates of
job satisfaction has obvious value to employer and employee alike.

The study of job stress, on the other hand, is a more complex proposition. Most of
us can think of job situations that have felt "stressful" to us. We can also imagine how
this stress could have been reduced in some way. But we may be inclined to believe
that stress is the unavoidable result of the often conflicting interests of the employer and
employee. With the current interest in increasing productivity, we may feel there is no
alternative to stressful conditions in the workplace.

Interest in stress has found its way out of the laboratories, hospitals, and clinics into
the layman’s and businessman’s world. A recent article in Time spoke of the "stress
epidemic" (Wallis, 1983, p. 48). This and other recent articles (e.g., Barnett, 1983;
Guenther, 1982; "High Stress States," 1983; Ricklefs, 1982; "Stress is More Severe," 1983;
Waldholz, 1982) have helped make the American public more aware of stress.

Purpose

In light of these developments, the challenge for researchers is to understand the
relationships between productivity enhancement actions and the outcomes of job
satisfaction and job stress. A recent review identified monetary incentives, goal setting,
job enrichment, and participative management as productivity enhancement methods
often used by businesses and studied by organizational researchers (Locke, Feren,
McCaleb, Shaw, & Denny, 1980). Of these four, monetary incentives were found to
have produced the greatest performance increases.

The potential of monetary incentives to increase performance, together with their
use in a broad spectrum of industries (Fein, 1982), makes incentives an important factor
in the study of job satisfaction and stress. The current interest in productivity
improvement makes the study of these variables doubly important. This study,
therefore, investigates the relationships of incentives and the resulting performance to
job satisfaction and perceived stress.



Background
Job Satisfaction

The bulk of recent job satisfaction research has concluded that satisfaction results
from one or more work-related variables (e.g., Arvey & Dewhirst, 1976; Bem, 1972;
Katz & Van Maanen, 1977; Locke, 1970; Steers, 1976; White, Mitchell, & Bell, 1977).
There still are, however, conflicting findings concerning the organizational variables that
are related to job satisfaction, their relative strengths, and their proximal relationships.
Two variables that have been investigated in relation to job satisfaction are incentives
and performance.

Twenty years ago, Opsahl and Dunnette (1966), in their review of research and
theory of financial incentives, lamented the lack of research in this area. In an analysis
of several surveys, Lawler (1971) found that the importance of pay ranked an average of
third among workers in the United States. Yet, regrettably, incentives research in the
intervening period has continued to lag behind other areas of organizational research.

Perhaps the difficulty and expense of conducting such research have deterred some
investigators. Incentives research in the field is hampered by a number of potential
problems. Implementing incentive programs is a major undertaking of considerable
expense, so implementation requires thorough planning and strong organizational
commitment. In addition, conflicting organizational priorities and research goals make it
extremely difficult to. conduct experimental or quasi-experimental research in the field.
Finally, in organizations with union employees, the proposal to use monetary incentives
to boost production can elicit a negative union response, and thus make such a program
very difficult to implement.

Laboratory experiments have often been used, therefore, to study the effects of pay
incentives. These experiments, however, have typically rewarded subjects with trivial
amounts of money, have lasted only a few hours, and have lacked realism (e.g.,
Cherrington, Reitz, & Scott, 1971; Fowles, Fisher, & Tranel, 1982; Tranel, 1983; Tranel,
Fisher, & Fowles, 1982), casting doubt on the generalizability of the findings.

In their incentives review, Opseal and Dunnette (1966) reviewed major theories of
the role of money in motivation. " hey expressed a preference for Vroom’s (1964) view
of money as a means of obtaining valued outcomes. Certainly this view is consistent
with recent findings from expectancy theory research that grew out of Vroom’s work
(Ilgen, Nebeker, & Pritchard, 1981; Nebeker, Dockstader, & Shumate, 1978).

The effects of incentives on performance are well-established. As mentioned above,
in a review of the effects of incentives on performance, goal setting, participative
decision making, and job enrichment, Locke et al. (1980) concluded that incentives had
the largest positive effect on performance. Katzell and Yankelovich (1975), in a review
of 300 studies on motivation and job satisfaction, found that financial incentives were
the most effective way to improve both motivation and satisfaction.

Some reviewers have maintained that pay causes increases in both performance and
satisfaction (Brayfield & Crockett, 1955; Fournet, Distefano, & Pryer, 1966). Lawler
(1971, 1981) concluded that contingent pay can lead to greater pay satisfaction.
Similarly, Cherrington et al. (1971) determined from their research that the relationship



between performance and job satisfaction is dependent on performance~contingent
rewards.

In examining causality among merit pay, performance, and satisfaction, Greene
(1973) used cross-lagged correlations in determining that merit pay causes satisfaction,
but found only limited support for the hypothesis that performance causes satisfaction.
However, performance and merit pay combined to increase the prediction of satisfaction.
There was no support for the hypothesis that merit pay causes improved performance,
but there was support for reciprocal causation.

Several recent studies have found amount of pay to be positively related to pay
satisfaction or job satisfaction (Dyer & Theriault, 1976; Katz & Van Maanen, 1977;
Katzell & Yankelovich, 1975). These findings are not without contradiction, however.
In a test of this proposition, Berger and Schwab (1980) designed an experiment to test
the effects of pay level and incentive level on pay satisfaction. The results indicated
that pay level, but not level of incentive earned, had a significant effect on pay
satisfaction.

In a study of supervisors and administrators, Podsakoff, Todor, and Skov (1982)
found that contingent rewards (recognition, acknowledgement, and commendations)
correlated with performance ratings and all aspects of job satisfaction. Not surprisingly,
such contingent rewards were strongly related to satisfaction with one’s supervisor
(r = .68, p < .001). By inference, one would expect that contingent monetary rewards
would correlate most highly with pay satisfaction. This correlation was, in fact, found
in a laboratory experiment (Wimperis & Farr, 1979) in which contingent pay had a
significant effect on both quantitative performance and pay satisfaction (labeled by the
experimenters as extrinsic motivation for money).

Several researchers have found that job success, which can be considered an
analogue to performance, was related to job satisfaction (Korman, 1976; Locke, 1965,
1966a, 1966b, 1967; Porac, Nottenburg, & Eggert, 1981). Slocum (1970) reported that
performance among mid-level and lower-level supervisors was significantly, though
moderately, related to job satisfaction. Some investigators have found that this
performance-satisfaction relationship is mediated by the intrinsic and extrinsic rewards
earned (Lawler & Porter, 1967; Porter & Lawler, 1968; Slocum, 1971).

In a review of the relationship between performance and satisfaction, Schwab and
Cummings (1970) presented evidence regarding these two variables: both the
performance-causes-satisfaction model and the performance-and-satisfaction-as-

outcomes model found adherents. Each view, however, recognizéd the influence of
other variables. .

In sum, there is support for the positive relationship between monetary incentives
and job satisfaction, and for the positive relationship between performance and
satisfaction when performance-contingent incentives are awarded.

Despite some evidence that global, or facet-free, job satisfaction (as in the question,
"Overall, how do you like your job?") is not the same as the sum of satisfaction with
separate job facets (Quinn & Staines, 1979), most researchers have conceptualized and
operationalized job satisfaction as the sum of satisfaction with the various facets of the
job (Wanous & Lawler, 1972).



Reviews that discussed job satisfaction research have recognized the fact that job
satisfaction is defined most frequently in the literature as consisting of five factors:
satisfaction with the work itself, pay satisfaction, promotion satisfaction, supervision
satisfaction, and co-worker satisfaction (Belcher & Atchison, 1976; Schwab &
Cummings, 1970). With the exception of promotion satisfaction, which is not applicable
to this study, overall job satisfaction will be defined here as the cluster of the commonly
accepted job satisfaction factors or elements, along with measures of intrinsic job
satisfaction.

Intrinsic Job Satisfaction

In a series of experiments, Deci (1971, 1972a, 1972b) examined the effects of
"extrinsic" rewards on "intrinsic" motivation and satisfaction. In these studies, subjects
given money contingent on performance (defined by Deci as an extrinsic reward)
experienced a decrease in intrinsic motivation as compared with their intrinsic
motivation during a baseline period, while subjects given positive feedback and verbal
reinforcement (defined as intrinsic rewards) experienced an increase in intrinsic
motivation over the baseline period. Deci concluded, therefore, that contingent extrinsic
rewards decrease intrinsic motivation, and that intrinsic and extrinsic rewards are not
additive. This conclusion is in direct contradiction to the predictions of expectancy
theory (Ilgen, Nebeker, & Pritchard, 1981; Nebeker et al., 1978).

In a critique of Deci's (1975) cognitive evaluation theory of extrinsic motivation,
Scott (1975) found no evidence that "extrinsic" rewards reduce "intrinsic" motivation, and
he criticized the term "intrinsic motivation" as unclear. Staw (1976) pointed out that
expectancy models of motivation presume that the motivating effects of intrinsic and
extrinsic rewards are additive and that, according to expectancy theory, extrinsic rewards
should increase a person’s intrinsic interest in the task. In fact, the expectancy model
does not address the way in which extrinsic, as opposed to intrinsic, rewards acquire a
motivating force. It is conceivable that one individual may view an acquired motivator,
such as money, as intrinsically motivating, while another may see it as extrinsic.

Staw (1976) observed that, in contrast to voluntary organizations, the administration
of "extrinsic" (pay) rewards in a business setting is an expected and necessary means of
operating, and provides the basis for performing work that may not be "intrinsically"
interesting. Furthermore, S.aw pointed out, there is a strong norm for payment in work
situations, whether the work is intrinsically interesting or not.

In a laboratory study testing Staw’s (1976) observations, subjects were informed
either that payment was, or was not, the norm for participating in an experiment (Staw,
Calder, Hess, & Sandelands, 1980). In the norm-for-no-payment condition, payment of
money led to lower intrinsic job satisfaction than nonpayment. In the norm-for-
payment condition, however, nonpayment of money led to lower satisfaction than
payment. A work simulation conducted by Hamner and Foster (1975) supported the
view that intrinsic rewards and contingent extrinsic rewards combine to predict greater
job interest, as expectancy theory predicts.

A further criticism of Deci’s (1975) theory is the division of intrinsic and extrinsic
rewards. It has been observed (Broedling, 1977; Dyer & Parker, 1975) that the intrinsic-
extrinsic distinction is open to several different definitions and classifications.
Specifically, this distinction may be considered a trait of the individual, a situational
state, or an interaction between the individual and the situation (Broedling, 1977). Any



acceptance of the intrinsic-extrinsic distinction as situationally determined requires
concomitant acceptance that intrinsic and extrinsic motivation and satisfaction may
change with time and environmental conditions. Andrisani and Miljus (1977) found that
differing preferences for intrinsic (work content) and extrinsic (contextual) aspects of
work are related to age, race, education, occupation, and job satisfaction. Might not
these differing preferences be explained just as well as differences in what people find
"intrinsically" motivating or satisfying?

In spite of this lack of agreement regarding the content or, indeed, the validity of
the construct known as intrinsic job satisfaction, this study will define intrinsic job
satisfaction as a sense of pride and accomplishment from performing the work.

Perceived Stress

Stress has been the topic of a great deal of research in recent years, yet there is still
disagreement as to its definition, as recent reviews have indicated (Beehr & Newman,
1978; McGrath, 1976; Schuler, 1980, 1982; Sharit & Salvendy, 1982; Shirom, 1982).
Selye (1976), who pioneered the study of stress, has admitted causing some of the
confusion by using the term "stress" to designate both the causal agent and the bodily
effect. He has argued that stress should be considered the effect, and the coined word
"stressor” should designate the causal agent (Selye, 1975, 1976). Others, following the
model of the physical sciences, have defined "stress" as the external force and "strain" as
the resulting change in the bodily system (Caplan, 1972; French & Caplan, 1972; French,
Caplan, & Harrison, 1982; Hall & Mansfield, 1971).

Schuler (1980), in his review, recognized the multifaceted nature of stress, which he
defined as a condition in which an individual is faced with either an opportunity,
constraint, or demand on being, having, or doing what is desired in a situation of
uncertainty, which, when resolved, leads to important outcomes for the individual.
Schuler’s use of the term "desire” is deliberate, signifying that individuals have differing
values and needs that are not satisfied equally by identical environmental influences.
Each type of stress was theorized to relate positively to cognitive psychological outcomes.
Opportunity stress was theorized to be positively related to affective psychological
outcomes, such as job satisfaction. Opportunity stress and constraint stress were
theorized to have inverted-U relationships with performance, and demand stress a
negative relationship with performance. While this is a useful categorization of stress,
there are practical difficulties with Schuler’s conceptualization, the primary one being
that one person’s demand could be another’s opportunity, or another’s constraint. Or a
situation could represent each of the three types of stress for the same person at
different times. Further, this categorization is an oversimplification of the multifactorial
nature of stress. Categorization of stress in this manner would likely inhibit explanation
and understanding of the complex interactions between the individual and the
environment,

McGrath (1976) viewed stress as a potential occurrence "when an environmental
situation is perceived as presenting a demand which threatens to exceed the person’s
capabilities and resources for meeting it, under conditions where he expects a substantial
differential in the rewards and costs from meeting the demand versus not meeting it"
(p. 1352). This definition is useful in that it recognizes the importance of the
individual’s perception of the situation as the cause of stress. The notion of rewards and
costs also addresses the idea that the importance of the situation to the individual has a
bearing on the amount of stress perceived. On the other hand, specifying demand as the



only cause of stress is even more limiting than Schuler’s (1980) conceptualization of
stress.

In terms of the present research, Sharit and Salvendy (1982) offered a useful
definition of stress as "a multidimensional phenomenon that is reflected in the
individual’s physiological and psychological responses to a particular situation” (p. 130).
This definition is useful because it conceptualizes stress as having several facets or
dimensions, because it recognizes both the psychological and physiological outcomes for
the individual, and because it recognizes the influence of the environment.

One aspect missing from this definition, however, is the mediating influence of
individual perception. Many researchers have emphasized the influence of perception in
the causation of stress (e.g., Coburn, 1975; McGrath, 1976; Wells, 1982). For the
purposes of this study, which will use a self-report measure of stress, it will be
particularly appropriate to view stress as perceived stress, since it will be the individual’s
perceptions that the self-report measure will ascertain.

In this study, therefore, stress will be considered perceived stress, and will be
defined conceptually as: the perception of the multidimensional situational and
environmental influences that impinge on the individual as being unpleasant or
disagreeable, and that interact with this perception to produce psychological and
physiological outcomes. This definition recognizes the importance of perception and its
interaction with the environment in the causation of stress. Also recognized is the
multidimensional nature of stress and the potential for psychological and physiological
outcomes for the individual. Rejected is Schuler’s (1980) view of stress as consisting of
only constraint, opportunity, and demand as defined by the situation. Also rejected is
McGrath’s (1976) view of stress as a demand that may exceed the individual’s ability.
Adopted is a more general conceptualization of stress as a perception of a disagreeable or
unpleasant environment or situation. McGrath’s (1976) inclusion of perception, however,
is embraced as an essential element in the causation of stress. Also included in the
present definition of stress are the Sharit and Salvendy (1982) views of stress as
multidimensional and as leading to psychological and physiological responses.

Much of the work on stress in organizational environments has concentrated on
elements of role stress. Elements of role stress most studied have been role conflict and
ambiguity (House & Rizzo, 1972; Kahn, Wolfe, Quinn, Snoek, & Rosenthal, 1964; Rizzo,
House, & Lirtzman, 1970), and role overload and underload (Beehr, Walsh, & Taber,
1976; Frankenhaeuser & Gardell, 1976; French, 1974; Sales, 1970).

However, the separation of the stressor from the stress is not always clear. Tracy
and Johnson (1981) concluded that a widely used role conflict scale (Rizzo et al., 1970)
is really a role stress scale. Kasl (1978) has pointed out a methodological trap that has
caught some researchers in studies of role stress. Often in questionnaire research, the
stressful stimuli, such as role conflict and ambiguity, as operationalized, are so similar to
the operationalization of individual perceived stress or strain that the independent
variable of conflict or ambiguity may be virtually the same construct as the dependent
variable of, say, tension or fatigue.

With these cautions in mind, it worth noting that many researchers have found full
or partial support for a negative relationship between role stress variables and job
satisfaction (Hamner & Tosi, 1974; House & Rizzo, 1972; Rizzo et al., 1970; Schuler,
1975, 1977; Tosi, 1971). Role overload was found to correlate with job-related tension



(Sales, 1969) and subjective workload, the individual’'s own perception of the level of
work (Sales, 1970). Even so, those experiencing role overload were found to have greater
task enjoyment than those experiencing role underload, which is similar to boredom.
Boredom or underload, on the one hand, and overload, on the other, are generally
considered to reside at opposite ends of a continuum (Lazarus, 1971), yet both have been
associated with high stress (Frankenhaeuser & Gardell, 1976; French, 1974).

Though the concept of role has value in the study of organizational stress, it is
necessarily limiting, since sources of stress other than role are ignored. Kahn et al.
(1964), though concerned with role stress, theorized that organizational factors other than
role prescription may influence perceived stress in the individual.

The twin concepts of role overload and role underload connote a mismatch between
an individual and the role or job that individual is expected to fulfill. Due to
differences in abilities or aptitudes, a job may be experienced as overload for some, yet
as a good match or underload for others. In other words, the environment or situation
does not entirely define underload or overload. They are defined jointly by the
individual, the environment, and the interaction between the individual and the
environment (Beehr & Newman, 1978; Lazarus, 1971; McGrath, 1976).

Regardless of orientation, researchers have indicated the importance of the
individual’s own view of the environment as a determining aspect of stress. Some
(McGrath, 1976; Wells, 1982) have referred to this aspect as the perception of stress,
while others (French et al., 1982; Kasl, 1978; Sales, 1970) have called it subjective stress.
Most researchers have found subjective measures to be better predictors of stress than
objective measures of the job (French & Caplan, 1972; French et al., 1982; House,
McMichael, Wells, Kaplan, & Landerman, 1979). What this suggests is that it is not the
environment itself that the individual finds as stressful, but rather the environment as
mediated by the individual’s perception that is stressful.

McGrath (1976) stated that "it is not the actual (‘objective’) danger, or potential
hazard, that determines the experience of stress. Rather, it is the person’s appraisal or
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